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When Foreign Direct Investment is Good for Development:

Bulgaria’s accession, industrial restructuring and regional FDI
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ABSTRACT

This article examines the dynamic between the process of Bulgaria’s
European Union accession and the flow of Foreign Direct
Investments to the country in its industrial base. A critical
differentiation between speculative and non-speculative FDI is
drawn while determining that the geographic origin of investments
matters. Greek FDI, in particular, emerges as a major source of
strategic regional investments in Bulgaria’s industry highlighting
the significance of regional trade and cooperation for the long-term
economic outlook not only for the host country but also for the region

by enhancing the area of economic progress and development.
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When Foreign Direct Investment is Good for Development:

Bulgaria’s accession, industrial restructuring and regional FDI

1. Introduction

Following the accession of Bulgaria in 2007 witle $econd wave of the fifth
enlargement of the European Union (EU) to the awesitof Central and
Eastern Europe (CEECS), it is time to take stocthefprofound transformation
that the states of the region have undergone siitsé lodging their
applications for membership in the early 1990s. Thange is nowhere more
manifest than in the area of economic activity aleyelopment. Lingering
criticism from the European Commission over thé &ttainment of political
criteria, such as the universal application of tée of law, the gradual
adaptation to the institutions and thequis communautairef the EU and the
parallel process of deeper integration, as wethasadequacy of administrative
absorption capacities in Central and Eastern EufGi#) notwithstanding, all
of the new EU-12 member states satisfactorily ffetfi the Copenhagen

economic criteria for accession

Yet, the accomplishment of the economic criterig ltame with varying

degree of success amongst the ten CEE candidatdriesu For instance, the

! European Council in Copenhagen, 21-22 June 1988;lGsions of the Presidency, pp. 12-ff.



Visegrad groupand the Baltic states are widely believed to Hsa@me much

better adjusted to the application of the open etarlgles than Bulgaria and
Romania. In consequence, their relative succesddepetter progress with
development and economic prosperity since tramsitiegai On that count,

the former are also considered more affluent tharldtter. Yet, what started as
a global financial crisis but grew into economiceassion has hit the emerging
market economies in CEE with acute harshness amhestwenty years after
they first embarked on the path of economic pobeggrhaul. Amongst them,
the Baltic states (Latvia, in particular), Hungayd Poland have perished.
Impressive GDP growth rates over the past few yesme achieved in part
through heavy borrowing from Western banks, givthgm easy access to
foreign currency denominated lodndlow that credit lines are in halt and
uncharacteristically high interest rates prevailigér debt loads have

accumulated to repay, leaving many Eastern Europeasncies in free fall.

The relative‘poverty’ of Bulgaria left its economy oblivious to the dite
impact of the global financial crisis of 2007-20@8though this incidence is
itself not an isolated case amongst the CEECs;dheality of it is in large part
founded in the particular structure of the Bulgareconomy. The negative
externalities of the bulk of the defaulting markestruments associated with

various kinds of mortgage-backed securities (MB®) the over-leveraging of

? Refers to the Czech Republic, Hungary, Poland @hunvakia for the purpose of the European
integration of those states in the 1990s.

GDP per capita in PPS, Eurostat (2009titp:/epp.eurostat.ec.europa.eu/tgm/table.do?
tab=table&init=1&plugin=1&language=en&pcode=tsiellite last accessed 12/08/2009)
* Time Magazine, The Economic Crisis Hits Easterrofia by Pelin Turgut, 25 February 2009




households and financial institutions was neveraat to a market unexposed
to those instruments. However, the lack of a nggalirect impact was offset
by an inability at central government level to nesee the snow-balling
repercussions which manifested themselves primahhpugh shortage of
liquidity on the market as the majority foreign auanbank subsidiary system
(second tier) tightened up the private sector legdiriteria. This exacerbated
the rise of private debt in the courttnalready spurred on by the commodity
bubble in anticipation of Bulgaria’s EU accessi®he shortage of liquidity on
the market intensified by the sharp withdrawal ofefgn direct investments
(FDI) where Bulgaria had become the most FDI réleconomy in CEE by
2009. At the same time the current account dedieihds at more than 24% of

GDP to be entirely financed by FDI capital flows.

How to maintain development in the state under sui@umstances has turned
into the most challenging stumbling block after tlast financial crisis in

Bulgaria in 1997 and the country’s EU accesSiditis posits two questions in
respect of the analysis in the present articleh@y effectively was Bulgaria’s

economic transition steered during the EU pre-agoasperiod; and (2) how
disparate was the effect of FDI in the country? Teeussion ensuing from
these two primary questions provides some insigbt® the sorts of economic
reforms, on the one hand, and the kinds of FDI entration, on the other, that

is needed. If current economic reforms and FDI eatration have a consistent

® Source: Bulgarian National Bank and InvestBulga2208

® Bulgarian National Bank, 2009

" Bulgaria suffered a deep crisis in the bankingaeino 1996-7. For more, see: Roussenova, L. (2002)
The 1996-1997 Financial Crisis in Bulgaria, Polidgcumentation Centre



positive impact on the national economy, this woulgly that the country

should continue to pursue similar policies aimedtaacting FDI in the future.

2. The case of Bulgaria

Although Bulgaria is the poorest of the EU-27 memétates today, the low
GDP base has allowed for robust real GDP growtasréetween 2000 and
2008. This coincided with the period of EU accessiomatitions and EU
membership. As a cumulative result of (1) projed&dP growth rates, (2) the
lack of exposure to the direct impact of the ddfagl market instruments, as
well as (3) the EU experience that a new membexgssion is often followed
on by a period of strong economic groWtthe overall economic contraction in
2009 and 2010 for Bulgaria was first projectedoatdr rates than in many of
the remaining EU member statésHowever, as it happened, much of the
slowdown was accounted for by a contraction indabestruction sectdt. This
harmed productive capital investment which is galherconsidered to be the

main drive of economic restructuring and technoldiffusion*?,

In Bulgaria, a substantial part of capital investtnés accrued from FDI

inflows. This is due to the fact that the Bulgariaconomy is much more

8 Source: Eurostat, 2009 (Real GDP growth in Bulyari2008 was one of the highest amongst the EU
members states, behind only Romania and Slovakia)
® Buch, C. and Piazolo, D. (2001): Capital and trides in Europe and the impact of enlargement,
1Eoconomic System¥pl. 25, Issue 3, pp. 183-214, Elsevier Sciencé. B.

Ibid.
* Anti-crisis Plan of the Confederation of Employarsi Industrialists in Bulgaria, 2009
12 EDI and Productivity Convergence in Central andt&an Europe: An Industry Level Investigation,
European Central Bank, Working Paper Series No/ $&2uary 2009, p. 5



heavily reliant on FDI capital-inflows than otheEECs, which comprise 9.9%
of GDP per annum and risitig Comparatively, the average share of FDI in
GDP in the remainder of the CEECs is 3.7% (Polén2%; Romania: 5.6%;
Slovakia: 4.1%; Slovenia: 1.2%; Hungary: 3.1%; GzBepublic: 4.4%}. The
gap is significant, primarily reflecting the smal@DP of Bulgaria than that of
other CEECs. It also highlights the greater difiguthat the state will
experience in adjusting to a sharp withdrawal of Fiflows that is expected to

occur under circumstances of restricted bank lagidin

The initial forecast by Eurostat was for a much enoreasured contraction of
the Bulgarian economy over the period 2009-201fetqin the region of -1.6

to -0.1%. This was favourable as compared to theakthe CEECs. However,
the latest projections of the International Mongt&und (IMF) and the

European Bank for Reconstruction and DevelopmeBR(B) foresee a sharper
contraction at -3 to -3.5% in 2009 and at -1% iA@0The estimate for 2009 is
consistent with expectations for much of the CEfiae. However, the forecast
for 2010 is weaker than for some of the CEECs, saglhe Czech Republic
(0.8%), Poland (1.8%), Romania (0.5%), Sloveni&%d).and Slovakia (1.9%),

which are expected to have already come out ofréhession by the end of
2009 and go into positive growth territory in 2610Those of the CEECs

remaining in negative growth territory in 2010, s Hungary and the Baltic

'3 Source: Ministry of the Economy and Energy of fRepublic of Bulgaria, Investment Policy
Directorate, 2005. FDI in 2007 was 22.6% of GDP an#008, 16% of GDP according to data of the
Bulgarian National Bank.

“Ibid.

> EDI in 2009 is anticipated to contract to ca. 7R&®P, compared to 16% of GDP in 2008. (Source:
Ministry of the Economy of Bulgaria)

'® Eurostat, Real GDP Growth Rate, 2000-2011



states, were also directly exposed to the defaultimancial market
instrumentd’. Thus, the incidence of two factors in particutsakes Bulgaria a
singularly interesting case to investigate amotigstCEECs: on the one hand,
this is the lack of exposure to the defaulting reankstruments but on the
other, the prolonged economic slowdown. Whereakenmajority of CEECs
the incidence of the latter can be explained thinailhg presence of the former,
this is not the case of Bulgaria. Therefore, ali&gnexplanations must be

sought.

This article suggests that the disparity in reamgh outlook between Bulgaria
and the majority of the CEECs is on account ofdieetors in the main: (1) an
overreliance of the national economy on FDI; (2arge volume of speculative
investments in the total FDI stock that failed engrate significant absorptive
capacities in the country’s industrial base; anda(8ster rate of withdrawal of
FDI inflows from the country in 2009 than first ampated. Speculative
investments are considered to be short-term fimhticdws whose impact can
threaten market liquidit§. A distinction between speculative and non-
speculative capital flows is sometimes also dralenga differential between
‘non-productive’ and ‘productive’ investments, respively’’. The majority

investments in Bulgaria went to the service andperty sectors instead of

YL 4sz16 Andor, ‘Hungary’s Boomerang effect’, 28/1008, The Guardian;

‘The Baltics in the Shadow of the Financial Crisipeech by Mr Lars Nyberg, Deputy Governor of
the Sveriges Riksbank, at Intervalor and Balticperty Trust, Stockholm, 9 September 2009

'8 Deacon, B. (2000): Eastern European welfare stafesimpact of the politics of globalization,

Journal of European Social Policyol. 10, No. 2, pp. 146-161

9 salvatore, D. (2006): Currency Misalignments anddé Asymmetries among Major Economic
Areas, pp. 1-19, in Alexander, V. and Kotz, H.-lddg$.): Global Divergence in Trade, Money and
Policy, Edward Elgar Publishing



developing production capacity in the industriattee Those, in particular,
have allowed for an accelerated rate of FDI (ardittance$®) withdrawals

from the national economy than non-speculativea{ggyic) such would have
otherwise provided for. Export development was tlwesak while imports

increased rapidly as a result of strong domesticaatel.

Recent harmonised industry-level analysis by theogean Central Bank
(ECB) has shown that foreign capital, in the formF®I inflows, plays an
important role in accounting for productivity grdwin the central and eastern
European regidil. A key conclusion of the study is that the impacEDI on
productivity critically depends on the host couidrycapacity to absorb
technolog¥®. The empirical evidence further highlights thetféwat FDI and
absorptive capacity are key factors for produgticibnvergence in CEE. This
favourable impact of FDI on productivity is not,virever, automatic and can be
strengthened by improving the absorptive capaditihe recipient econoniy;
Therefore, in order to draw conclusions about wHebl is good for
development, this article first takes a criticabkointo the restructuring of
Bulgaria’s industry since transition began. Theldwing section further
highlights the extent to which the country has digyed sufficient policy
instruments to enhance absorption capacity as dt resits recourse to pre-

accession facilities in preparation of EU membexshi

%0 |n 2003, remittances composed 49.64% of FDI (Smukrassen Stanchev, Institute for Market
Economics, Sofia)
2L FDI and Productivity Convergence in Central andt&an Europe: An Industry Level Investigation,
European Central Bank, Working Paper Series No/ $&2uary 2009, p. 6
22 [1hi

Ibid.
23 |bid.



3. Industrial restructuring

Since transition began in 1990 the industrial seb#s progressively shrunk
vis-a-visthe services sector as share of the national eepna trend observed
in the developed world since the 1970sThus, whereas in 1991 industry
represented 42.8% of G\fAwith services at 438 by 2007 industry formed
32.3% of GVA while services accounted for 61%24lthough this may seem
symptomatic of a profound reorientation of econoattvity, it is important to
note that the declining share of industry withie thational economy was in
large part accounted for by a degree of freefalulting from the dissolution
of the Soviet Union and the COMECON, the principaport destinations for
Bulgarian industrial goods. In addition, inefficteand aged state-owned
enterprises (SOEs) that were viable only within tbentext of intra-
COMECON country trade specialisation pre-1989, ddtte the burden on
industry to restructure post-1990. Notwithstandinthis was further
compounded by a comparatively slow pace of prigditn and the

involvement of insiders who failed to incentivise tprocess sufficiently.

Industrial restructuring reform post-1990 has bdewen in the first instance
by the process of European integration. To this, endbenefited from the

following pre-accession instruments, conceptualisetthis article as the direct

24 Industrial Metamorphosis, The Economist, 29/098200

%5 GVA represents GDP minus adjustments, which aeefittancial intermediation services indirectly
measured, non-deductible value-added tax, excisgiaport duties.

%6 National Statistical Institute of Bulgaria, 1999

2T AEE, 2005; InvestBulgaria Agency, 2009



effect of European integration: (1) PHARE, (2) therope Agreements, and (3)
Phare (initiated at the onset of enlargement to )CHBEese initiatives were
expanded on after Bulgaria's EU accession in 26@3ugh the Post-Accession
financial envelope that the new EU member state va#located to benefit
from in 2004°. A review of these instruments in the subsequehtsections
shows in greater detail the extent to which swgfitiabsorption capacities were
created in industry as a result of recourse toptigeaccession funds. In turn,
this will indicate the capacity of the restructuredustrial sector to absorb

long-term FDI capital flows.

The empirical findings suggest that the overakdireffect of the pre-accession
instruments is rather negligible. It finances 6-0¥%the cost of Bulgaria’s
preparation for accessioh Furthermore, the impact on the fiscal position of
the state is believed to be negalfvérhe absorption capacity both at central
government and at local government level (munigipels remained highly
problematié’. For instance financial absorption under the Rirogne
INTERREG IlIA / PHARE CBC Greece-Bulgaria was 7.129% the end of

2003 due to implementation, approval and recruitrdetays?.

In consequence, the most prised contribution ofpiteeaccession facilities to

the economic transformation of Bulgaria is indirdtties in the credibility that

8 SEC (2004) 160 final, Brussels 10.2.2004

29 Angelov, I. (2001): Positive and Negative Effefism the Integration of Bulgaria to the European
Union, Economic Thoughtssue 4, pp. 24-61

%0 This article: Table 5, p. 16

31 Operational Programme Technical Assistance 200B.2Republic of Bulgaria, Ministry of Finance,
November 2007, p. 7-ff.

%2 AZIOAOTHZH ILK.II. INTERREG IIIA/IPHARE CBCEAAAAA-BOYATAPIA, EEO GROUP
A.E.- GLOBAL VIEW AE.



they afforded the country as a prospective EU mersta¢e with the associated
political stability and economic prosperity thatetlEuropean integration
process lends the accession-candidate. It isrtiseict impact that has allowed
the Balkan state to attract substantial FDI inflaxgspercentage of GDP over
the past decade. By 2006, 22% of FDI stock in Budghad gone to the
industrial sectd?. Thus, Foreign Direct Investment has had the rsiosfularly
significant external advantageous impact on the development of themalti
economy as a major source of liquid capital flow fecond-generation
industrial reforms that ensued following the idit@ivatisation offering of

SOEs.

In turn, these investments are differentiated betwspeculative and non-
speculative in order to distinguish between thetstamd the long-term impact
of FDI on the economy. In the break-down the atbints to the significance
of regional FDI that emerges from the analysis.the case of Bulgaria,
regional FDI is provided for by Greek capital infl® in the main. This

incidence is both historical and logical in thagiomal trade can lead not only
to bilateral but also to multilateral agreemevitsa-visFDI*%. It was only due

to the fundamental difference of system valuesndutihe pre-transition period
that this event never occurred prior to 1990 intBdtast Europe, leaving the

region divided and weak for many decades. Proiegrportance of regional

% Bulgaria Factsheet 2006: Economy Investment, Rassimnd Industry, InvestBulgaria Agency, 2006
% This incidence is not novel within the wider Eusap context: note the relationship between Sweden
and the Baltic region; Germany/Austria and the @aEuropean region, etc. See also:

Blomstrom, M., Kokko, A. and Globerman, S. (199BRegional Economic Integration and Foreign
Direct Investment: The North American Experiencegrihg Paper Series in Economics and Finance
No. 269

10



co-operation, FDI in Bulgaria originating from Goeewas the most significant
single source of FDI flows to the country in theage 1996-200%. Italy,
Austria, the Netherlands and others followed orsbgne distance during this
period®. It was only by the time that Bulgaria’s EU mengiep looked
increasingly certain that the primacy of Greecgegraphic origin of FDI was
gradually overtaken by the larger economies of Aaisind the Netherlands.
Greek FDI remained the overall second strongestsonf foreign investments
in the country in 2004, which also coincided with a period of robust GDP
growth in Bulgarid®. Overall, during the period 1996-2008, FDI stock
originating in Greece represented 9% of total itmest inflows, making it the
third largest source of FDI after the larger ecomsmof Austria (16%) and the

Netherlands (12945,

It is, therefore, significant to point out that thmgic of regional trade and
investment helped Bulgaria spring out of its ecolmomeakness in the first
instance. Following the grave financial meltdownmttlthe state suffered in
1996-1997 the confidence in the future economitooutof Bulgaria displayed

by Greek businesses aided in the reforms of thetcpuThus, this article

discusses in subsequent section 4.2 at greatehlémg structure of Greek FDI
in particular, due to the fact that the regionareltteristics of the investments

have more often than not contributed to their sgit quality. Concurrently,

% Source: Bulgarian National Bank and InvestBulga2z09
36 H
Ibid.
37 Source www.bulgarianindustry.bgsite last accessed 17/08/2009)
% Bulgarian National Bank, 2009
% InvestBulgaria Agency, 2009

11



the foreign trade turn-over between the two coastrihas increased
significantly. Greece has become Bulgaria’s thanjest trading partner, whilst
Bulgaria, the fourth-largest trading partner of &@°. This effect is often
observed where export-oriented FDI capital flows tgavards developing
production capacity in the industrial sector of kiwst country as opposed to its

service and property sectors

3.1.PHARE and the Europe Agreements

In the immediate aftermath of transition, the ECugethe PHARE programme
as a financial tool to aid in the economic transitof Poland and Hungary (as
the name suggestéd) It was expanded to the remainder of the CEEGa aft
1990 with Council Regulation (EEC) No 2698/90 andccessive such
amending the original as the main tool to chanr@lfiaancial assistance ‘for
economic and humanitarian aid to support the psooégconomic and social
reform before the decision to commence formal mesibe negotiations with
the states of the region was tak&h&s such, PHARE had two main directions
of impact: (1) to strengthen institutions of trdimi states included in the
annex of the list of states covered by the programand (2) to promote

economic and social cohesion with those statestla@degion. Covering 13

0 Bulgarian Statistical Institute

“1‘The Baltics in the Shadow of the Financial CrisBpeech by Mr Lars Nyberg, Deputy Governor of
the Sveriges Riksbank, at Intervalor and Balticpgerty Trust, Stockholm, 9 September 2009, p. 2
Barry, F. And Bradley, J. (1997): FDI and TradeeThsh Host-Country Experienc&he Economic
Journal,Vol. 107, No. 445 (Nov., 1997), pp. 1798-1811.

“2 Council Regulation (EEC) No 3906/89

“ Ibid.

12



partner countries by 1996, the original budget BARE was set at ECU 4.3

billion for the period 1990-1994

The advent of the PHARE programme saw a need tondise and
institutionalise trade relations between the EU #uedstates of CEE. This came
in the form of the Europe Agreements (EAs) or Fresde Agreements (FTAS)
which provided the legal bilateral framework fotaraction between the EU
and the individual CEE state. It offered the lattertain preferential trade
agreements with the EU area that were key incentivérade liberalisation and
phasing out rules on the provision of state aidh@&CEECs. Seen often not as
traditional free trade agreements, the EAs are Sormas referred to as a

stepping-stone to EU accession

Investigating the impact of the EAs over their llife, Spies and Marques
(2006) have established the following restilt&he overall effect on trade
imports of the EU-15 from the CEECs was positivd growing at rates three
times faster than the rates compared for the résth@ world (ROWYJ'.

However, an econometric analysis of the import Hosthows that the FTAs
with Slovenia and the Baltic countries (exceptlithuania) were less harmful
to the ROW than the FTAs with Hungary, Poland, tbeech Republic,

Slovakia, Romania and BulgaffaThis is derived as an estimate of EU imports

“ Source: IBIS ffttp://www.ibis-eu.com/index.php/pharsite last accessed 13/08/2009)
“5 Phinnemore, D. (1999ssociation: Stepping-Stone or Alternative to EUnMership? Sheffield
Academic Press
6 Spies, J. and Marques, H. (2006): Trade Effectsthaf Europe Agreements, Institut fiir
Volkswirtschaftslehre, Universitat, Stuttgart, ISBB30-8334
47 |jai
Ibid. p. 3
8 bid. p. 5

13



over GDP ratios for the CEECs. The authors alsg fivat the biggest growth
of imports over GDP ratios has occurred for thosentries that signed the
FTAs soon after their transition (Slovakia, Hungand the Czech Republic).
Virtually no or even negative growth was reportedthe Baltic countries and
Slovenia, who entered into the FTAs I&tein all, it is estimated that the EAs
have generated anything in the range of 11% to %% trade between the
EU and the CEECs as compared to a scenario whase téigreements did not

exist?,

Although in terms of pure trade volumes the analysr Spies and Marques
should appear to hold, it seems that Bulgariadeaant case seen against the
context of the hypotheses in their study. The lotjat the earlier a trade
agreement is signed, the more advantages are wrdven from it by the
CEECs is in the case of the Balkan state erronddulgaria had signed its EA
(1993) before Hungary (1994), pointed as an exaropban early comer in the
Spies and Marques analysis. Nevertheless, Bulgariinued to display worse
macroeconomic performance throughout the 1990s thHdrer CEECs.
Moreover, its trade balance has remained in dedioitost uninterrupted since

1993, widening sharply especially since 2803

Overall, during the pre-accession period, Bulgaridtade with the EU

increased modestly. EU imports from the countryehasved from ECU 1.013

49 i
Ibid. p. 5
* See also Hanson, B.T. (2003): What happened ttrefir Europe? External Trade Policy
Liberalization in the European Unioimternational Organization52:55-85
*1 Source: InvestBulgaria, 2009

14



million through to ECU 1.835 million in 1995 to EuB.062 million in 2000,
maintaining the same share of EU total at 0.3%uitinout the time period. EU
exports progressed from ECU 1.487 million in 1988tigh to ECU 2.052
million in 1995 to Euro 3.229 million in 2000. TotBU share has also been
maintained throughout the period at 023%This indicates very marginal
industrial restructuring in the state as the hosintry export capacityis-a-vis
its largest trading partner has not increased dutire pre-accession period.
The recorded trade volumes appear rather to bdtirgstrom the dissolution
of closed trading in the Eastern block, making Bt naturally the dominant

international trade partner for the counfry

3.2. Accession negotiations: Phare

Pursuant to Council Regulation (EC) No 1266/199%ticke 4.2 amending

Council Regulation (EEC) No 3906/89, establishihg PHARE programme,
the latter financial instrument was restructured999 in order to ‘focus on the
main priorities for the adoption of treecquis communautaira.e. building up

the administrative and institutional capacities tbé applicant States and
investment, except for the type of investmentsroem in accordance with
Regulations (EC) No 1267/1999 and (EC) No 1268/1893he purpose of

PHARE was thus expanded in order to suit the demaridthe accession

*2 Source: FiFo Ost Database

*% Tsamboulas, D. (1999): The Future of Trans-Eurnp@arridor Developments in Eastern Europe,
International Conference Paper on European Trah&mbicy and Research: What Future?, Vienna 17-
18 May, 1999, pp. 14-ff.

>4 Council Regulation (EC) No 1266/1999

15



process. However, the approach that centred onirffgridr specific projects

remained unaltered.

The volumes of Phare projects subscribed to Budgarithe area of Industrial
Policy in the period 1999-2005 is on average thmegects per annum, which
is few. This is accounted for by the fact that éiverage length of each project
iIs between 24 and 36 months, including the stafewmiracting, tendering,
subscribing, and disbursement (payment appropnsfiof funds. This is far
too long considering the constraints imposed orsth&e by the sheer speed of
the process of European integration. Where the-trarae of accession is four
to six years (six in the case of Bulgaria), seéiitgpl project outputs only after
two to three years into the negotiations addresseequately the intensity of

the restructuring process required.

The attention of Phare focused overwhelmingly oreghmajor industrial
policies: (1) competition policy, (2) privatizatiaand (3) the restructuring of
state monopoli&s. It targeted three lines of funding in the maiaptely (1) the
Bulgarian Post-Privatization Fund (BPPF), (2rquis harmonization in
competition policy, and (3) the energy sector. Oalgmall fraction of Phare
assistance was devoted to technological progressarch and innovations in
the state. The two projects that were run did dg as pilot schemes. The size
of pre-accession aid is shown in subsequent tablespectively spread over

large, medium and small projects. The evidence shbwat the overall volume

55 Reference: Commission Regular Reports on Bugaprogress towards accession, 1999-2004
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of the pre-accession facility is low as comparedthe total cost of the
country’s preparation for accessian
Table 1: Pre-accession project aid
Year | Title Sector Public policy Institution-
investment building
investment
Large Projects
2004 | BG/016-711.11.04 SME/Competition MEUR 21.3 MEWL.6
2005 | BGO017-586.04.01 Industrial zones MEUR 13.5 NRELIO
Medium Projects
1998 | BG980502 BPPF MEUR 3.5 0
2000 | BG0O004.01 Competition/QMS MEUR 4.8 MEUR 0.2
2001 | BG0102.01/02 SME/Technology MEUR 4.4 MEUR 0.3
2005 | BG/017-586.01.01 Energy/Acquis MEUR 3.075 MEWR
Small Projects
2000 | BG0003.01 Telecoms acquis MEUR 0.7 MEUR 1.7%
2000 | BG00.03.03 Procurement acquis MEUR 0.3 MEUR 1.
2000 | BG0003.04 Energy acquis MEUR 0.1 MEUR 1.0
2003 | BG004-937.02.03 Clusters MEUR 0.1 MEUR 0.5
2004 | BG/016-711.02.01 Competition acquis 0 MEUR 0.9
2005 | BG/017-353.02.03 Industrial policy acquis MEWUR18 MEUR 0.963

Average annual financial assistance from Phareulgaia is estimated at ca.

MEUR 178 over the period 2000-2084of which roughly 13% was devoted to

industrial restructuring from 2000 to 2004, whichfact is 8% of total when

spread over the entire period of pre-accessiontragms, 1999-2005. This is

less than 0.14% of national GO#er annum Pre-accession aid towards the

development of export capacity in the industriattse can be, therefore,

°5 Angelov (2001)

>" Bulgarian Post-Privatization Fund

58 Source: Commission estimations, Commission RegRkeports on Bulgaria's progress towards
accession 2004, p. 7
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considered negligible. It addressed inadequateynded to develop absorption
capacity in the state in order to halt and revéreedramatically widening trade
deficit during the accession period. Of the prgdisted the average absorption
rate of funds stood at 46.5% of allocated financifgs led to the fact that to

finance industrial restructuring, the state hadise the OPP method (‘out of
pocket’ cost method) to implement earmarked reforAplying cost-benefit

analysis, Table 2 shows an estimation of the dieffeict on the net balance of
payments for Bulgaria and on the fiscal positiontled state (Table 3) at the

close of accession negotiations.

Table 2: Net Balance of Payments effect for Bulgaai, % GDP

Share of GDP Current prices, % GDP (MEUR)
Promotion of strategic behaviour 2.9% (410.405)

(steelworks only)

Pre-accession aid (all sectors) 0.05% (7.217)

Sustaining technologies (steelworks only) 0

Systems of Innovation (all sectors) 0

Clusters (all sectors) 0

Net impact + 2.95% (417.72)

Source Bozhilova (2008).

Table 3: Net Fiscal effect for Bulgaria, % GDP

Share of GDP Current prices, % GDP (MEUR)

Co-financing of EU programmes 0.13% (18.760)

Expenditures relating to acquis 1.75% of 5.56 billion or 0.69% (equivalent to 97.3
harmonization million p.a.)

State aid (all sectors): 0.52% (73.33)

Disruptive technologies (steelworks only) 1.79% (250.8)

Net fiscal effect - 3.14% (440.19)

Source Bozhilova (2008).

The evidence in Tables 2 and 3 points to a numberteresting conclusions.

First, it shows that an increase in the net balasiggayments to compensate
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the deterioration of the state’s actual fiscal posihas not occurred during the
pre-accession period. Second, the EU has purspeticy of curbing state aid
in accession states (Table 3), not only in ordegrisure equal competitiveness
for industries across the single European marketalso in order to relieve the
deterioration of the state’s fiscal position argsifrom reform pressures in
preparation of EU membership The overall effect of accession shows a
stabilization of the industrial sector to the extdrat it is brought in line with
EU standards and normscQuig. The state is thus considered to have

completed the Copenhagen economic criteria of gataent.

In actual fact, this effect is aided in by two mdactors. First, by the state
addressing the Commission benchmarks for accessrongh the OPP cost
method. Second, more successful second-generaforms in the industrial
sector in Bulgaria occurred in large part aidetdyri=DI capital inflows, which
represent the indirect effect of the European natiégn of the state with annual
share of the national economy rising to ca. 10%bP in 2005 through to ca.

16% of GDP in 2008, the highest in CEE.

%9 A scenario where during critical periods of risingemployment and falling domestic demand,
indiscriminate recourse to state aid can leadniecessary deterioration of the state’s fiscal psis
described by the European Commission in ‘Commuiunafrom the Commission — Temporary
Community framework for State aid measures to sttpgexress to finance in the current financial and
economic crisis’, (2009/C 16/01)
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4. Foreign Direct Investment
4.1. FDI and Economic Development

FDI is described as having a positive effect ongbenomic transition of states
in the area of technology transfer for capacity alepment in the industrial
sectof’. The impact of FDI on the host economy can begeised in any one
of three ways: (1) by stimulating development ie #tountry through GDP
growth, export capacity growth and capital stocdvgh; (2) by improving the
technical and know-how transfer in the host couyn(B) by developing the
infrastructure that is consistent with environmergtandard$. There are
countries within CEE, which attracted FDI already the first decade of
transition, whilst others achieved this only in teecond decade. Different

assessments of the impact of ‘early’ and ‘late’ BDIproductive assets exist.

The proponents of the former have based their aegtenaround early
observations of FDI flows to CEE They have noted that those were very
much focused on the Czech Republic and Hungarynaunch less so - on the
remainder of the CEECs. Against this background ginen the already noted
negligible direct effect of capital flows from thpre-accession financial
facilities as compared to the demands of transitibeir observation stands.
However, they make further mention of determinamtd=DI that contribute to

a disparate concentration of investments acrosstges and regions. Scholars

%0 Campos, N. and Konishita, Y. (2002): Foreign Direwestment as Technology Transferred: Some
Panel Evidence from the Transition Economies, ‘AfilliDavidson Institute Working Paper Number
438

®1 Grigorova, V. (2007): FDI in Industry in BulgariBAS, Sofia, p. 29

%2 Lankes, H-P. and Venables, A.J. (1996): Foreigred®ilnvestment in Economic Transition: the
changing patterns of investmerEgonomics of TransitigriVol. 4 (2), pp. 331-347
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have noted the role of geography, the size of GbdPiaflation, all of which
have influenced the choice of destination for inwef®. Bulgaria falls in
Europe’s geographic periphery, has low GDP andha ¢arly years of the
transition, had considerable inflation that was neeersed until as late as 1998
(Table 4). The EBRD transition report of 1995 natiest Bulgaria ranks only
ahead of Romania in terms of how advanced its ittands with 2.56 out of
maximum 4 points (which many foreign investors deeitally correlate with
risk assessment), and this index is likewise réeféan its attractiveness to

investors.

Table 4: Main economic indicators of Bulgaria, 2002005

Indicators 2000 | 2001| 2002] 2003 2004 2005

GDP growth, % 54 4.1 4.9 4.5 5.6 55
Industrial output growth, % 4.6 2.2 4.6 15/0 18/1 6.41
Inflation, % 10.3 7.4 5.8 2.3 4.1 6.5

Exports (bn EUR) 5.3 5.7 6.1 6.7 8.( 9.6

Imports (bn EUR) 7.1 8.1 8.4 9.6 116 14{7

Source:Grigorova, V. (2007): FDI in Industry in BulgariBAS, Sofia, p. 64.

A study by lammarino and Pitelis on Greek FDI inlgawia and Romania
explains the incidence of its concentration in twe Balkan states as flows
from a peripheral EU economy to less favoured megid.FRsj*. The evidence
focuses on the effect of investments both for tst/home country analysis, as

well as the effect for the EU integration of LFRxlaconversely the impact of

63 [|hi

Ibid., p. 334
® Jammarino, S and Pitelis, C. (1999): Foreign Direwestment and Less Favoured Regions: Greek
FDI in Bulgaria and Romania, ERSA Conference Paugy. 1999
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those on the state of the Union. A unifying featthrat the authors identify
between Greece, Bulgaria and Romania is the feat tiey all befit the

category of EU LFRs.

Yet, this explanation alone appears deficient. Metdumes of Greek FDI to
the growth markets in South-East Europe indicatat th is a far more
sophisticated economy than Bulgaria and Ronfanik&hus, Greek companies
could have chosen as investment destination anthefother CEE growth
markets. Moreover, Greek FDI flows to Turkey and iWestern Balkans are
also significant over the same period, yet thosenttees were not yet EU
accession candidates. Adding to the lammarino atelis?centre-periphery
explanation, this paper proposes the formationtinger intra-regional ties

within traditional regional trade bloc¥s

The idea of regional trade blocks is not an idesieimd of multilateralism but
rather post-1990, an idea in addition to multilaiem, so that we have both
multilateral trade agreements (GATT) but also peigal trade agreements
(EV). Within regions of preferential trade agreetsewe also observe the
gradual formation of regional centres or ‘neightbmads’ based on the
effectiveness and utility of bilateral trade redas. In effect, we observe a

three-tier trade system made of (1) multilaterakagents, (2) regional trading

% Stoian, C. and Filippaios, F. (2008): Foreign Birmvestment in Central, Eastern and South Eastern
Europe: an 'eclectic' approach to Greek investméntsrnational Journal of Entrepreneurship and
Innovation Managemenvol. 8, No. 5, pp. 542-564, p. 553

% Reardon, J., Kling, N., McCorkle, J.E. and Mill&, (2002): The formation of regional trade blocks:
A theoretical perspective using game theduyperican Business RevigWol. 20, No. 1, pp. 91-99
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blocks and (3) regional trading neighbourhd4ddhe stronger dynamic of
trade between Greece and Bulgaria, as well as ket@eeece and other of the
states in SEE, such as Romania, Turkey and theeeBalkans, as opposed
to the CEE region is better explained from thisspective than from the strict
perspective of a centre-periphery hypothesis aldmeturn, it should seem
logical that for non-EU members that are also itexmal economies, such as
Bulgaria in 1990, regional FDI from neighbouringatss should be more
significant in the first instances. At a secondyst&DI from the wider regional
trading block and from multilateral partners igatted. This explains why in
the case of Bulgaria the largest volume of FDIhe pre-accession period has
come from Greek investors (1996-2083)This was followed on by a
substantial additional investment from the EU mgenerally as accession
negotiations progressed significantly (2003-2008) avas complimented by
FDI from ROW as the certainty of accession incrdg2€04-2008). All along,
the immediate regional FDI effect has not lossiggificance, continuing to aid
in the industrial restructuring and general ecomodevelopment of the host

country”.

4.2. Greek FDI in Bulgaria

A number of benefits accrue to the host state fidi. A firm embodies
labour, capital, technology, and accumulated mameagé expertise and

marketing skills, and when it invests abroad, @nsfers many of these

®7 Also supported by the Inter-Balkan Cooperatior, BSECO and the Tripartite Initiative.

88 Cr.-ref. section 1, p. 6-ff., this article

%9 Monastiriotis, V. (2008): Quo Vadis Southeast F@® EU Accession, Regional Cooperation and
the need for a Balkan Development Strategy, Greegier Series, No. 10
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components to its affiliate. Another benefit is sethe ability of an enterprise
to channel its various outputs in the host coutitrgugh its affiliate network,
impacting positively on the host country’s traddabae albeit this effect is
differentiated according to the type of EBlIn this way, the goods produced in

the host country are distributed to markets elseghe

In addition to such obvious advantages FDI hasyaddic’ component. This

arises from the international rivalry of firms:

The entry of a foreign investor into a market casga competitive
challenge to local firms or to existing investoFar firms producing
goods and services which cannot be traded intermaty owing to their
intangibility or prohibitive transport costs, FD3 the only mechanism
for international competitior®
This is an assessment particularly true of econsmmdransition that have not
yet been partly or fully integrated into a regiotralde block. Then, FDI from a
neighbouring state, that is however already fullggrated and operates a more
sophisticated economy, can provide such much newdadfers and channels

of affiliate networks to help in the restructuriagd thereby, the integration of

the host country by creating absorptive capacities.

If we compare the results in Figure 1 and 2, we $@m that there is a clear
correlation between GDP growth and FDI flows. GDBwgh is accompanied

by surges in FDI and conversely, GDP contractionacsompanied by a

0 Foreign Direct Investment and Economic Developméessons from Six Emerging Economies,
OECD, 1998, p. 53-ff.
™ Ibid.
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withdrawal of FDI. There are more many factors @attribute to both events
but since this study only looks at the structureGaiP as related to FDI, the

analysis is constrained within those parameters.

Figure 1: Real GDP growth in Bulgaria, 1999-2010, %

Ak RIRINIR

T T T T T T T T T T T
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008  [2009* QO*

Source Eurostat, 2009; IMF, 2009.

Figure 2: Share of FDI in % of GDP, 1998-2009

. A
. /\

. [\
5 \/ﬁ \

1998 1999 2000 2001 2002 2004 2005 2007 2008 2009

Source Bulgarian National Bank, National Statisticaltinge, Ministry of the Economy, Greek

National Statistical Service.
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Table 5: Distribution of FDI by sectors of the econmy, 1992-1997

Sector of the economy Number of deals FDI, % of tat GDP
Industry 499 47.84

Construction 97 1.25

Transport 157 6.71
Telecommunications 19 18.6

Trade 45 7.36

Tourism 45 7.36

Finance 146 12.75

Table 6: FDI flows in Bulgaria, 1998-2008, by indusy, EUR million

1998 1999 | 2000 2001 2002 2003 2004 2005 2006 2002008
Total 605.1 | 866.0 | 1103.3 | 903.4 | 980.0 | 1850.5| 2735.9 | 3152.1 | 6158.4 | 8487.9 | 6163.0
Agriculture 7.8 2.2 0.0 0.8 1.9 2.4 5.6 9.5 27.8 275 | 51.5
Construction 2.9 215 | 29.2 196 | 36.5 | 5.0 81.7 171.6 501.0 | 797.4 | 465.0
Education -0.1 -0.3 17 4.9 4.7 2.6 0.0 -0.6 0.1 8 0.| 04

Electricity, gas| 2.0 -4.9 -15.6 3.1 733 | 7.7 670.8 308.5 352.4 | 3325 | 176.2
and water

supply

Financial 168.7 | 103.0| 17.7 1376 135(7 4325 236.1 667.3 4799.2112.5| 1485.9
intermediation

Fishing 0.0 0.0 0.0 0.0 0.0 0.0 2.7 0.1 0.0 0.2 0.1
Health and| -0.1 -0.3 0.1 -0.1 0.4 -0.1 0.4 1.2 0.8 4.6 1.1
social work

Hotels and| 18.4 22.2 10.7 18.8 8.6 24.8 26.3 52.4 10342 163.53.0
restaurants

Manufacturing | 220.9 | 460.6 | 551.9 | 293.8 | 89.3 | 523.3 | 435.7 | 868.2 1064.7 | 906.2 | 810.0
Mining 0.0 -03 | 6.4 5.4 11.3 | 18.7 175 36.3 21.4 5.3 7.6
Other services 0.6 -0.7 17.2 5.7 32p 223 75 19.5| 65.3 89.9 30.9

Real estate anq 38.0 42.6 | 146.0 13.4 | 67.2 | 169.1 | 215.6 533.8 1778.0 | 2505.1| 1900.3
activities
Transport and 16.8 17.5 | 20.1 243.3 | 230.9 | 153.7 | 426.5 -108.7 447.7 | 89.3 214.1
Communication
Wholesale and 127.5 | 142.2| 283.9 130.6 261]9 439.9 496.5 576.9 5964 1237.4| 796.9
retail trade
Non-classified 1.8 60.8 34.0 26.4 26.4 48.6 1130 6.21 32.2 167.7 169.0

Source Bulgarian National Bank, 2008lote: * Preliminary Data.

2 Jordanova, Z. T. (1999): FDI in Bulgaria: The kafsir the formation of strategic alliances of the
type ‘East-West' in the process of preparationoafipg the EUEconomics and Organizatipiol. 1,
No. 7, pp. 57-62, p. 58
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If we look at industry within the structure of GDthen Table 5 shows that
during the pre-accession period the bulk of FDWHotargeted the industrial
sector, followed on by telecommunications and fagrwhilst the construction

sector attracted far less attention from investors.

After the start of EU accession negotiations in9,98anufacturing continued
to receive strong attention but this was now onwidin finance, whereas the
construction sector was picking up quickly. Invesits in real estate, above all
others, took a clear precedence during the samedpé&then the evidence for
the accession period in Table 6 is taken into cmration together with the
evidence of FDI investments in Table 5 for the @ceession period, industry

emerges as one of the most dynamic sectors poSt{Eigure 3; Table 4).

Figure 3: Growth by sector, %, 2000-2007.

m Agriculture O Services ® Industry

Source Ministry of Finance of Bulgaria.
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Table 7 shows the investment sector break-dowthperiod 1998-2005. The
evidence shows that during the period 1998-200&stments in industry have
increased three-fold. A significant part of thergase in accounted for by the

manufacturing and construction sector.

Table 7: Structure of investments in Bulgaria, 1998005, million BGN"®

Sector/Year 1998 | 1999 | 2000| 2001 2007 20083 2004 2005
Industry 1530.2| 1929.9| 2322.7| 2599.5| 2949.3| 3638.9| 4059.9| 4255.0
Mining 109.6 | 120.1| 115.6| 103.2 1151 119)7 157.2 7.28
Manufacturing 919.0 | 876.7 | 1290.6| 1549.3| 1921.0| 2004.1| 2086.4| 2186.9
Electricity, gas and water260.0 | 615.3 | 573.4| 527.7 503.3 1024.3 1033.7 9186
supply

Construction 241.6 | 317.8 | 343.1 | 419.3 | 409.9 | 490.8 | 762.6 | 861.6
Agriculture 107.0 | 103.1| 110.8] 146.3 2048 267\5 .376 309.1
Services 1751.0| 2061.7| 2976.0| 3948.5| 4066.4| 4596.7| 5513.4| 5831.3
Total 3388.2| 4094.7 5409.4 6694(3 7220.5 8503.1 994 10395.4

Source National Statistical Institute of Bulgaria / Goigva, V. (2007): FDI in Industry in
Bulgaria, Sofia, BAS, p. 78.

The greater the number of long-term non-speculativestments, the stronger
the foundations of productive assets in the nati@@a@nomy. In turn, this
strengthens the ability of the state to generasermibive capacities. A measure
of this is often the rate of labour productivityogith as correlation of value
added in the national economy per annum and tleeofa¢mploymerif. Table
8 shows that during the period 1998-2005, labowdpctivity growth in

Bulgaria was modest while remaining the lowest agsbtthe CEECs.

31 Euro=1.95583 BGN (fixed)
" FDI and Productivity Convergence in Central andt&a Europe: An Industry Level Investigation,
European Central Bank, Working Paper Series No/ $&2uary 2009, p. 6
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Table 8: Labour productivity, CEE region, by country, 1998-2005 (EU-25=100)

Year / 1998 1999 2000| 2001 2002 2008 2004 2005
Country

Bulgaria 28.5 29.5 31.3| 325 325 319 319 327
Poland 46.2 49.1 51.3] 50.3 514 59.6 620 619
Romania 28.0 28.8 279 29.8 32.( 34p 36|3 371
Slovakia 50.2 51.8 54.5| 55.9] 58.9 589 603 619
Slovenia 68.2 70.1 69.7| 71.20 709 724 751 766
Hungary 59.6 59.4 60.5| 64.1 66.6 66.8 68/1 701
Czech Republic 56.0 58.5 589 59.6 599 62|0 64.38.66

Source: Eurostat, 2007.

The evidence suggests that neither the size ofptleeaccession financial
facilities for Bulgaria, nor the FDI concentratitmy sector created sufficient
absorption capacities in the national economy. féiguand 5 further show that
the majority investments and FDI inflows are coriczed in the non-industrial
sector, creating circumstances for more many dkom- speculative

investments than industrial sector investments didwalve otherwise provided

for.

Figure 4: Structure of investments in Bulgaria, 198-2005, by sector, %

M Industry
M Electricity, gas and water
supply

Agriculture

W Services

B Construction
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The increase in investments is in large part adsalfor by an increase in FDI
flows, as shown in Table 6. Approximately two-tlsirdf total FDI inflows
were in theservices sectoof the national econom{figure 5). It is more
lucrative with higher returns and a faster raterettirn on investment. The
remaining one-third of FDI inflows have occurrednmarily in the industrial
sector, mainly in thenanufacturingand construction sectorThis distinction
draws on an anticipated effect of investments e host economy at large.
Speculative investments are related to short-tepital flows. In certain cases,
they have even the potential to be harmful to tbenemy, such as under
circumstances of a global financial crisis withtnesed bank lending. Non-
speculative investments relate to long-term investmcommitments that
usually bear some strategic characteristics, suchnathe manufacturing

industry, construction, and some finance.

Figure 5: Structure of FDI flows in Bulgaria, 19982005, by sector, %

® Manufacturing
B Electricity, gas and water
supply

W Construction

3% B Agriculture

1%0%  mMining

M Services

Source Grigorova, V. (2007): FDI in Industry in Bulgari&ofia, BAS, p. 100.
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Within the discussion of long-term non-speculativevestments in the
Bulgarian economy, the role of Greek FDI is impottaGreece was the main
country of FDI origin in 1996-2003. It is overalig third-largest foreign direct
investor in Bulgaria over the period 1996-2008 veitB.3%4° of total FDI stock

share (Table 9) while in some sectors, such asibgnthis is rising to over

23% of FDI stock’.

Table 9: Greek FDI flows in Bulgaria, EUR million, 1998-2008

Year MEUR Increase yly, MEUR
1998 22.7

1999 2.3 -20.4
2000 105.8 103.5
2001 262.3 156.5
2002 240.1 -22.2
2003 198.9 -41.2
2004 179.6 -19.3
2005 324.2 145
2006 533.7 209.5
2007 801.1 267.4
2008 392.3 408.8
Total 3063.0

Amongst the long-term Greek FDI are investmentsteelworks and other
non-ferrous metals by Sidenor SA/Viohalco SA farrBana Industries SA and
Steelmet AD, respectively (7.32% of total Greek FDDTE/Globul and

Intracom Holdings are strategic investors in thiedemmunications market

with a share of some 48% of total FDI stock (43.200otal Greek FDI stock).

5 United Bulgarian Bank, National Bank of Greece @r¢2007)
® Invest in Greece Agency
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Other large non-speculative investments in lighd &eavy industry include
Delta Dairy, Chipita, Coca-Cola HBC Bulgaria, BeBbods (food and
beverages, 7% of total Greek FDI stock), Thracespafill (other processing,
7% of total Greek FDI stock), the Public Corporatiof Greece (coal and
mining), Titan SA (cement). A spread of FDI stock &ectors is shown in

Figure 6.

Figure 6: Structure of Greek FDI stock in Bulgaria, by sector, %

M food/beverages

M telecoms
processing

B metals

M services

Figure 6 shows that almost two-thirds of total Fdck is for long-term non-
speculative, non-service sector investments, crgatsignificant export
capacities in the host country. Data from the brat trade turn-over further
supports this claim. Greece has become Bulgarisl-largest trading

partner, whilst Bulgaria, the fourth-largest traglipartner of Greeéé In 2006,

" Bulgarian Statistical Institute
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6.9% of total Greek exports went to Bulgaria (umir6.3% in 2004). Imports
from Bulgaria represented 1.6% of total Greek ingpo€Conversely, imports
from Greece represented 4.9% of total imports (ddvem 5.7% in 2004)
while exports to Greece represented 8.9% of topbes. These indices have
continued to rise through to 2008. A possible exdeexplanation for this (in
addition to domestic policy-making devised to attr&DI) is the creation of
export capacity through FDI in the host countryiglustrial sector. Over the
period 1998-2008, of total EUR 3063 million of GkdeDI stock to Bulgaria, it
is estimated that ca. 66% were made in industry clyding
telecommunications, or 25% excluding telecommuivoa)®. This is
equivalent to some EUR 2083 million in total or EUR6 million (excluding
telecoms) in net FDI flows to the host country flung-term capital

investments.

5. Conclusion

This article discusses the dynamic between Europ#agration and foreign
direct investment in the industrial sector of Bulgaand the extent to which
they have aided in the economic transition of thentry. It took in turn into
consideration the impact of financial instrumentsveh by the EU pre-

accession and integration process, namely PHARE: thope Agreements and

8 United Bulgarian Bank, National Bank of Greece @ro
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Phare, as well as the influence of what is consai@n indirect impact of the

EU accession process, FDI to the host country.

The analysis establishes a general relationshiywdesgt European integration
and FDI whereby the latter can be seen as incertivby the progress of the
former in the candidate state. The analysis alsotpout to exceptions to this
pattern. Greek FDI appears to have followed boBuspean integration logic
but also, critically, a logic of regional trade acmbperation as soon as growth

opportunities arose in the transition market ohaggghbouring state.

The direct effect of accession negotiations ughtodtate’s accession has been
weak, in some instances even negative. The indefett of the accession
process, seen in the total volumes of FDI stockh&host country, has been
more substantial. However, spread across sectotlseoéconomy, it is clear
that FDI to the industrial sector has received mieds attention than the
services sector, chief amongst which the real estaarket and financial
intermediation. In turn, FDI has impacted the doeabf absorptive capacity
for technology in the host economy modestly asewied by the comparative

labour productivity growth index.

Notwithstanding the slow pace of economic progiasBulgaria, Greek FDI
has proven a significant source of investmentsnitustry (both light and
heavy). Nearly two-thirds of Greek FDI stock comsps long-term, non-
speculative investments. This is markedly differeain the general FDI stock

pattern in Bulgaria where over 64% of investmeragehtargeted the services
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sector. In turn, regional trade between Bulgaria #&reece has recorded
historical heights, even if there is still much ¢mtial to be spoken of.
Importantly, the host country’s export trade volgnwis-a-vis the investments
geographic origin has grown in direct correlatiohhis had practical

implications for the European integration of Bulgatoo. With the advent of
the EU accession of Bulgaria (and Romania) in 2@0& region of South-East
Europe has generated renewed interest amongsgrareiestors as a potential
growth market with low political risk and significeeconomic stabilisation,

indicating a generally positive impact of the pex@f European integration

and FDI inflows on transition countries.
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